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Honorasie John A. McCone = = 9 +> emer 
Director, Central Intelligence Agency “ 


Dear Mr. NeConesr 


derewith is a conv of our revort to the Congres4.,6: 
cur study of the relative financial advantages of puPrdii 
img over leasing of electronic data processing equi 
im tne Federal Government. a 


The report shows that very: substantial (finans 
ings can be realized by the Pederal Government if. 
its needa for data processing equipment are purchased 
if such equipment is more fully utilized.“ We are r commend 
sng to the President of tne United States that he eatabl. 
im bis organization a smell management office with authy 


and responsibility to perform the kind of central, coordi-: — 
sated management which we believe is necessary to acreifuliy 
realize the savings that are posstble | agh’ more ext 


sive purchasing and more complete utilisation of data’ pr 
essing equipment. 


ot- | 


Tne report also contains a general recommendation to ” 
Soe heada of all using denarteents and agencies that they 
arrange ror a prompt and complete reapnoraisal of their eur- 
Tent plans to lease data orocessing equipment and take sugh_ . 
action as 1s possible to realize the finanetel: sayi eithat 
may be available from ourchasing such equipment and full ee 
utilizing it. Se Se A Rae 


7 acerely yours, 7 


-omptroLler-Generat ‘<3 


J 1 
af the United :Btates ' 
£ne losure 2 
ee -  ORICD 


DD/S Distriputiog? »,. 


Lecy -C/ADPS wat? 
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1. This report proves that substantial savings can accrue to the 
government at large if EDP equipment is purchased rather than leased, 
even though such action may not result in savings to the individual 
Agency. Before anything really comes of this, legislation and Executive 
action may be needed. The report does recommend that the President 
establish a small central management office in the White House empowered 
to coordinate among the several Agencies and decide in individual cases 
whether it is more prudent to buy or lease. 


2, As stated in the transmittal letter, Agencies are urged to reappraise 
current leases and plans to lease and take action to realize savings that 
may be available from purchasing and fully utilizing EDP equipment. We 
may be called upon to do this, presumably, but at the moment the question 
of savings to the government at large is academic because individual 
Agencies have no way of making that judgment. The reappraisal must 
be based upon realistic internal projections in terms of a 5-year base 
and three-shift utilization with the relative merits of lease vs. purchase 
evaluated internally. Unless replacement is contemplated within five 
years, the odds are in favor of substantial savings, even for individual 
agencies, if the equipment if fully utilized. 


3. It is interesting to note that there is no tolerance for ignorance. 
It is considered as a matter of course that Agencies can project their 
requirements realistically five years ahead. We.have trouble planning 
one fiscal year ahead, we'd be in one hell of a shape to try for five, 
especially since we are having so much trouble getting unified control 
over the equipment we already have. It might be useful to direct Joe 
Becker to do this, but I doubt if it would be any more fruitful now than 
it was a year ago when the Comptroller proposed that he buy the 501 and 
Becker demurred. The background on that is attached and should be 
interesting for more reasons than one. STAT 


RHW 
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EXECUTIVE OFFICE OF THE PRESIDENT 


BUREAU OF THE BUDGET 
WASHINGTON 38, D.C. 


October 14, 1961 CIRQULAR HD. 


™O THE HEADS OF EXECUTIVE DEPARIMENTS AND ESTABLISHMENTS - 


SUBJECT: Policies on selection and somites tine | of aceeeete date = 
processing Sag outer: ee 
wee aS Be J wrsterisunes, ; 


1. Purpose. mass Giruiar presares policies a (0) sh 
tions of equipment to be ecquired for use in the av bi sito 
processing (ADP) program of the executive branch, and tame i8 see 
Urersintions se covoetanr te ADF wpuoment to be sophie ED : 
be leased, purchased, or leased with an option to purchase. . 


2. Scope. ‘he AP wgugant efecta by the polite sad mtn 
includes: Se eee ee 


a. Electronic ‘digital computers Lecenpective aft we 
capacity, or price; : Ee r 


tee, 
dv. wa perigee or miiny women nt in eet ; 

electronic computers, whether or not cable-scnnented, $05, 
whether selected and scquired with the Por ar” 

sqparately; 


eee 


mide 


oe eae a 


= Seen Geena ren ard te Ze rey 


c. Punched-card equipment, went wot in eonjnsiion vite, 
or independent of an electronic computer; and 


ae Ee 


a. Data ‘transmission or communications equipment thet is | 
selected and acquired solely or. primarily for use yith”” 
@ configuration of ADP equipsent [ain oe : 
electronic canputer. 


jst capatere are cree cy vi capa fa i 
being used as equipment peripheral to « digital computer. 


Items of ADP equipment that are (a) phystoally incorporated Cw ae 
weapon, or (b) manufactured for the Government under a develope 
contract, are not affected by the policies | stated herein. au 


Page ele 5 


3. Applicability. The policies berets egply to ADP 
‘ acquired by the Government and to equipment. w 
and operated by Government contesatort Say ok ots 
data at Government expense (¢.g- 
operated: facilities). These policies Go not apply to AUP equigment 
acquired by universities and sinjlar certatnlnar wet _ finaneial 

‘assistance through grants-in-aid of Government funds 
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The policy provisions of this Circular become applicable vhen a 
determination has been made that the utilization of ADP equipment 

is essential. It 1s assumed that such determinations have been 
preceded by and are based upon the results of well-documented stiles 
vnich provide an adequate factual basis for concluding (a) that the. 


lines for planning and conducting studies pr § 

utilize ADP equipment, for the devélopsent Of system © spe 

and for equipment evaluation and on aré contained jn Biresu © 
of the Budget Bulletin No. 60-6, "Automatic Date Processing (ADP)<" 
Program of the Exeoutive Branch: Studies preceding the aoquisitios”™ ; 
of ADP equipment,” dated March 18, 1960, = = ee 


4, Policies on equizment selection. The selection of ADP equi; 
includes the initial selection of equipment, the selection 
ADP equipment additional to that on hand, toe sale ee Ae” 
equipment to replace ADP equipment on hand, the mofiificstion ef 
equipment on hand, usually for the purpose of incteasing memory 0 = Cs 


~ ‘¢ 


or combinations of the foregoing. In all these 


» te 


seed 


capacity, computational capability, or speed of input or output, 
circuzstances 
a. The selection of ADP equiyment will not be made witih = 
system specifications are available to serve && is for selec- 


a bes 

tion. For purposes of this Circular, the term "system specifi 
tions" means (1) the delineation of the objectives which the _ 
system is intended to accomplish; (2) the data processing require- 
ments underlying that accomplishment, i.e., & description of the. 
data output and its intended uses, the data input, data files, 
volumes of data, processing frequencies and timing; ant (3) och 
ADP equipment capabilities as may need to be identified.. Gysten = 
specifications will be designed to insure free competition among “" 
equipment manufacturers . a ee ie 

b. The officials responsible for making decisions on tha 
selection of ADP equipment will assure that the selection process 
accords equal opportunity and appropriate cormideration toelh 
manufacturers who offer equipment capable of meeting the system 9°" 
specifications. In this connection, ‘the selection process may be 
facilitated by vritten invitations to manufacturers. to obed§ cu 
proposals as # mesns for obtaining information ‘regarding ie" ee 


I 


capabilities of ADP equipment to meet the éystem specifications. ~ ce 
. : : + 5 Se 1a 
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c. Two prime factors will be considered in the selection of 
equipment: (1) tts capability to fulfill the system specifications, 
and (2) its overall costs, in terms of acquisition, preparation for 
use, and operation. The term overall costs, as used in this para- 
gruph, will be interpreted to include such cost elements as 
personnel, purchase price or rentals, maintenance of purchased 
equipment, site preparation and installation, programming and 
training. When ADP equipment of two or more manufacturers meets 
the system specifications, the equipment which represents the least 
overall cost to the Government will be selected. Factors which do 
not relate directly or indirectly to the capability of ADP equipment 
to meet system specifications or overall costs normally will not be 
included in the considerations unless a conclusive jutgpent cannot 
be made on the basis of the two prime factors. 


5» Policies on equipment acquisition. Most ene aaiay avatisble’ 
ADP equipment can be acquired by purchase or by lease, with or 


without an option to purchase. The General Services Administration . 
has contracts with principal manufacturers, listed in Federal Supply 
Schedules (F3S), for the rental of ADP equipment. OSA currently 

is negotiating contracts for the purchase (including prévistons 

for trade-in allowances) and maintenance of ADP equipment. Until 
such time as these contracts appear on the: Federal Supply Schedule, 
it will be necessary for departments and agencies to negotiate 
purchase and maintenance transactions. All ADP equipment acquiasi- 
tion transactions are subject to prevailing policies, laws and 
resulations governing procurement by Federal Government agencies. 
In addition, except for equipment that can be acquired by the 
purchase method only, the following policies are applicable: 


a. The method of acquiring ADP equipment will be determined 
after careful consideration of the relative merits of all methods 
available (i.¢., purchase, lease, or lease-with-option-to-purchase). 
The method chosen will be that which offers the greatest. advantage 
to the Government under the circumstances which pertain to each 
situation. In this connection, the following general guidelines will 
be taken into account: 


(1) The purchase method 16 ‘preferred vhen all’ of the 
following conditions exist: ~ : “a 


(a) The system prere which preceded the selection 
of the equipment has established a reasonable expectancy that the 
ADP equipment under consideration can be successfully and advan- 
tageously used. 
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(>) A comparative cost analysis of the alternative 
methods of acquisition, of the types tllustrated by Attachments 
A and B, indicates that a cost advantage can be obtained by the 
purchase method in six years or less after the date of delivery. 
This analysis usually will include the following cost elements 
under each method: for the lease method--rental costs, including 
maintenance; for the purchase method--purchase costs, including 
purchase price, maintenance, and other one-time costs applicable 
only to purchase; for the lease-with-option-to-purchase method-- 
rental costs, and purchase costs less credits applicable upon 
purchase. In addition to the cost elements described above, the 
residual value of equipment to the Federal Government will be 
considered as a factor in a comparetive cost analysis. Trade-in. 
allowances quoted by manufacturers may be used as a neereeenverlce 
of the residual value, 


(c) The capabilities of the ADP equipment will 
continue to bé needed and will be sufficient to satisfy the systen. 
requirements, current and projected, for a period beyond the point 
in time at which the purchase method begins to provide a cost 
advantage. The possibility that future technological advances will 
render the selected equipment comparatively qbsolete before the cost 
advantage point is reached should not rule out purchase if the ~~ 
Selected equipment is expected to be able to eeeeee the system 
requirements. 


(2) The lease-with-option-to-purchase method is indicated 
when it is necessary or advantageous to proceed with the acquisition 
of the equipment that meets system specifications, but it ie desir 
able to defer temporarily a decision on purchase because circum 
stances do not fully satisfy the conditions which would indicate 
purchase. This situation might arise when it is determined that a 
short period of operational experience is desirable to prove the 
validity of a system design on which there is no previous experience, 
or where decisions which might substantially alter the system 
specifications are imminent. : 


(3) The lease method, without option to purchase, is 
indicated only when it is necessary or advantageous to proceed 
with the acquisition of equipment that meets system specifications 
and it has been established conclusively that any one ‘of the conditions 
under which purchase is indicated - not attainable. - ; 


b. Negotiations or renegotiations of equipment aeitvery oF 
will be conducted in a manner which insures that firm ené fined 
commitments by the Government to accept delivery of ADP 
on @ specific date will not be made until it has been determined 
through a readiness review that the using agency will be prepared . 
to use the equipment productively as soon as it becanes operational 
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6. - Review of current or pending lease transactions. 


a. Lease or lease-with-purchase-option transact tons in effect 
at the time this Circular is issued, and which are expected to remain 
in effect until fiscal year 1964, will be reviewed in the light of 
the provisions of paragraph 5. If it is found to be to the advantage 
of the Government to purchase leased ADP equipment in this category, 
steps will be taken to make such purchases during the earliest fiscal 
year in which funds for this purpose are available to the agency. 
Reviews of current lease transactions should de undertaken as #00n 
as practicable and completed by June 30, 1962. oo ee oe 


b. The method of acquisition of ADP equipment selected but 
not yet accepted for delivery at the time this Circular is. issued — 
will be reviewed for adherence to the policies herein stated, ‘and,. 
when indicated, the basis of acquisition will be changed to conform 
if permitted by the terms of the contract or agreemer t. 


7. Documentation. System studies (sometimes referred to as aypli- 
4 
~ LE 


cations studies, feasibility studies, end by other terme), system 
specifications, and readiness reviews will be Milly ¢ ented. 
Decisions on the selection of ADP equipment, on the sathol of 
acquisition, and on the review of the current status of the ms 
of acquisition also will be documented to reflect ad«quately the 
considerations taken into account and the basis for the decisions. 


8. Administration of ponicies pa 
and es shment will e oedur 
including appropriate reviews and controls, that will aseure cogpliance 
with the policies herein stated. : 


he 


oe : 
eo 


By direction of the President: 


DAVID EB. BEL. 
Director ; 
Attachments 2 ” 
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ATTACSHIENT A 
CIRCULAR NO. A-54 


Purchase basis: 


a. Purchase costs. 
Db. Maintenance, cumulative. 
c. CQmulative, purchase basis. 


Lease basis, cumulative (including 
maintenance). a 


Purchase besis exceeds lease basis. 


Lease basis exceeds purchase basis, 


Year acquired, utilized full year. 


(Wo. A-54) * 


Approved For Release 2006/09/28 : CIA-RDP84-00780R000200010002-9 


eee Te ae eo) oe iva! 


~ AINO ASN TWNUBINI YO 


Approved For Release 2006/09/28 : CIA-RDP84-00780R000200010002-9 


LEASE VS. LEASE-WITH- 
OPTION-TO-PURCHASE 
REPRESENTATIVE ADP COMPUTER SYSTEM 

BASED ON ONE-SHIFT USE 


COSTS BY FISCAL YEAR 
TTEM OF COST 


Lease basis, with-option-to- 
purchase: toption exercised at 
end of first year). 


a. Lease. ‘ 

bd. Less, credit upon purchase. 

c. Purchase costs. 

dad. Maintenance, cumulative. 

e. Ciumlative, lease/option basis. 


Lease basis, cumulative (including 
maintenance). 


Lease/option exceeds lease basis. 


Lease basis exceeds lease/option 
' basis. 


Year acquired, utilized full year. 
| 
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